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These synopses are intended only as aids to the reader in
identifying the subject matter covered. They may not be
relied upon as authoritative interpretations.

INCOME TAX

Rev. Rul. 2001-38, page 124.

Insurance companies; prevailing mortality and mor-
bidity tables. The prevailing mortality and morbidity tables
for contracts issued on or after January 1, 1999, are set
forth for use by insurance companies to compute their
reserves. Rev. Rul. 92-19 supplemented.

Rev. Rul. 2001-39, page 125.

U.S. corporation; wholly-owned Mexican subsidiary treat-
ed as a domestic corporation. This ruling obsoletes Rev. Rul.
70-379 (1970-2 C.B. 179) relating to a U.S. corporation elect-
ing under section 1504(d) of the Code to treat its wholly-owned
Mexican subsidiary as a domestic corporation for the purpose
of filing consolidated returns. Rev. Rul. 70-379 obsoleted.

Notice 2001-45, page 129.

Basis shifting tax shelter. The Service will challenge cer-
tain basis shifting tax avoidance transactions and intends to
disallow losses claimed or increase taxable income or gains.
Such transactions are designated as “listed transactions” for
purposes of sections 1.6011-4T(b)(2) and 301.6111-2T of
the regulations.

EMPLOYEE PLANS

Notice 2001-48, page 130.

Weighted average interest rate update. The weighted
average interest rate for July 2001 and the resulting per-
missible range of interest rates used to calculate current lia-
bility for purposes of the full funding limitation of section
412(c)(7) of the Code are set forth.

EXEMPT ORGANIZATIONS

Announcement 2001-81, page 175.
WorldCare, Inc., of La Mesa, CA, no longer qualifies as an
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organization to which contributions are deductible under sec-
tion 170 of the Code.

ESTATE TAX

T.D. 8957, page 125.

Final regulations under sections 6075 and 6081 of the Code
provide the executor of a decedent’'s estate an automatic
6-month extension of time to file Form 706, United States
Estate (and Generation-Skipping Transfer) Tax Return,
beyond the 9 months provided for by section 6075(a).

ADMINISTRATIVE

Rev. Proc. 2001-40, page 130.

This procedure provides specifications for filing Form
1042-S, Foreign Person’s U.S. Source Income Subject to
Withholding, magnetically or electronically. Rev. Proc. 98-44
superseded.

Rev. Proc. 200141, page 173.

Technical advice furnished by the Associate Chief
Counsel (Corporate), Associate Chief Counsel (Financial
Institutions & Products), Associate Chief Counsel
(Income Tax & Accounting), Associate Chief Counsel
(International), Associate Chief Counsel (Passthroughs &
Special Industries), Associate Chief Counsel (Procedure
& Administration), and Division Counsel/Associate Chief
Counsel (Tax Exempt and Government Entities). This pro-
cedure modifies Rev. Proc. 2001-2 (2001-1 |.R.B. 79) to clar-
ify that technical advice will not be issued on frivolous issues
and to provide a procedure for expedited review of denials of
technical advice when a taxpayer requests advice on frivolous
issues. Rev. Proc. 2001-2 modified.

Announcement of Declaratory Judgement Proceedings Under Section 7428 begins on page 175.

Finding Lists begin on page ii.
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Part lll. Administrative, Procedural, and Miscellaneous

Basis Shifting Tax Shelter Variations on the transaction includeedemption of the stock held by one
. (1) the use of the transaction to reduce irspouse is treated as a dividend because
Notice 2001-45 come or gain (rather than generate los#f)e redeemed spouse is treated as owning

and (2) the transfer of the stock (the bassock held by the other spouse. In that ex-

f which was purportedly increased byample, the basis of the stock of the nonre-
Treasury Departmen_t have be_come awargason of the redemption) to an entity in deemed spouse is properly increased by
of a_type_ of transaction, described belov‘f:arryover basis exchange, followed by eithe basis of the stock of the redeemed
that is being used by taxpayers for the PUlher a sale of the entity interest or a sale gpouse.

pose of gef?efa“?ﬁ_ Iolis?_s orlre::iutcmg "he stock by the entity. It is the position of the Service and the
come or gains. IS Notice alerts taxpay- Treasury that such an adjustment is not

ers ar_ld their representatives that the taqyaLysis proper in every case in which the re-
benefits purportedly generated by such deemed shareholder retains no stock in
transactions are not properly allowable for Section 302(a) provides that if a COrpO;H o redeeming corporation. The example

federal income tax purposes. This Noticeation redeems its stock and § 302(b)(1}n the regulations is premised on the con-
also alerts taxpayers, their representative@), (3), or (4) applies, such redemptio%ept that an adjustment is appropriate
and promoters of such transactions of ceshall be treated as a distribution in part Q.o the redeemed spouse is required to
tain responsibilities that may arise fronfull payment in exchange for the r€5include the full redemption proceeds as a
participating in such transactions, deemed stock. Under 8 302(b)(1), a r5jigend in gross income that is subject to

FACTS demption distribution will be subject 10 g {44 and such spouse retains no stock
§ 302(a) if, based on the facts and circuny, \yhich the basis of the redeemed stock
The transaction involves the use of th&tances, the redemption distribution is nqty 4 attach.
attribution rules of § 318 of the Internalessentially equivalent to a dividendee  The service intends to disallow losses
Revenue Code and § 1.302-2(c) of the I 1.302-2(b). Section 302(b)(2) provideg|aimed (or to increase taxable income or
come Tax Regulations to increase th#at a distribution in redemption of stockyains) in the transactions described in this
basis of stock owned by a taxpayer (th&ill be subject to § 302(a) if the distribu-Ngiice to the extent a taxpayer derives a
“Taxpayer”) that claims a loss upon distion is substantially disproportionate withyay penefit that is attributable to stock
position of that stock. In the transactionf€spect to the redeeming shareholdeg,sis purportedly shifted from the re-
there is a redemption of stock that igJnder § 302(b)(3), & 302(a) will apply togeemed shares. Depending on the facts of
owned by a person (other than the Ta@ distribution in redemption of stock if theyy g particular case, reasons for disal-
payer) that is not subject to U.S. tax or igédemption is in complete redemption ofgwance may include, but are not limited
otherwise indifferent to the Federal inall of the stock of the corporation ownedg, the following: (1) the redemption does
come tax consequences of the redempy the redeeming shareholder. not result in a dividend (and consequently
tion. Purportedly as a result of the appli- For purposes of determining whether gere is no basis shift) because, viewing
cation of the attribution rules of § 318, thelistribution in redemption of stock isthe transaction as a whole, the redemption
redemption of stock is claimed to be dreated as a sale or exchange of stock, allsults in a reduction of interest in the re-
dividend under § 301 rather than a paysteps that are part of a singlegeeming corporation to which § 302(b)
ment in exchange for stock undepre-arranged plan are taken into accourdpplies; (2) the basis shift is not a “proper
§ 302(a). A variety of devices, often in-See Zenz v. Quinlivai213 F.2d 914 (6th adjustment” as contemplated by
cluding options, is employed to treat théir. 1954). Section 302(d) provides thag 1.302-2(c); and (3) there is no attribu-
redeemed shareholder as owning stock ih§ 302(a) does not apply, the distributiontion of stock ownership or basis shift be-
the redeeming corporation owned owill be treated as a distribution subject t¢ause the steps taken to achieve those re-
treated as owned by the Taxpayer und&301. Section 302(c)(1) provides that, igylts are transitory and serve no purpose
the attribution rules of § 318. The attribudetermining whether the provisions ofther than tax avoidance.
tion of ownership of such shares purport8 302(b) are satisfied, the attribution rules |n addition, the Service may impose
edly prevents the redemption of stoclof § 318 shall apply. Section 301(c)(1penalties on participants in these transac-
from reducing the redeemed shareprovides that the portion of the distributions, or, as applicable, on persons who
holder’s ownership interest in the redeention that is a dividend shall be included irparticipate in the promotion or reporting
ing corporation, thereby causing the rethe redeemed shareholder’s gross incomef these transactions, including the accu-
demption to be treated as a dividend. Section 1.302-2(c) provides that whemacy-related penalty under § 6662, the re-
As a result of the redemption, the Taxan amount received in a redemption ofurn preparer penalty under § 6694, the
payer takes the position that undestock is treated as a distribution of a divipromoter penalty under § 6700, and the
§ 1.302—2(c) all or a portion of the basis oflend, “proper adjustment” of the basis ofiding and abetting penalty under § 6701.
the redeemed stock is added to the basistbe remaining stock will be made with re- Transactions that are the same as, or
stock in the redeeming corporation that thepect to the stock redeemeéixample 2 substantially similar to, those described in
Taxpayer owns. The Taxpayer then selisf § 1.302—2(c) illustrates a proper adjustthis Notice are identified as “listed trans-
the stock and claims a loss. ment where the entire amount received iactions” for purposes of § 1.6011-4T
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(b)(2) of the Temporary Income Tax Regturns taking the position that they werdility for the purpose of the full funding
ulations and 8§ 301.6111-2T(b)(2) of theentitled to the purported tax benefits ofimitation of § 412(c)(7) of the Internal
Temporary Procedure and Administratiorthe type of transaction described in thiRevenue Code as amended by the Om-
Regulations. See alsa®8 301.6112-1T, Notice. We advise these taxpayers to tak@bus Budget Reconciliation Act of 1987
A-4. It should be noted that, independergrompt action to file amended returns. and as further amended by the Uruguay
of their classification as “listed transac- The principal authors of this Notice areRound Agreements Act, Pub. L. 103-465
tions” for purposes of 88 1.6011-4T(b)(2)Theresa Abell and Lisa Leong of the Of{GATT).
and 301.6111-2T(b)(2), such transactionfice of Associate Chief Counsel (Corpo- The average yield on the 30-year Trea-
may already be subject to the tax shelteate). For further information regardingsury Constant Maturities for June 2001 is
registration and list maintenance requirethis Notice, contact Ms. Abell at (202)5.67 percent.
ments of 88 6111 and 6112 under the reg22-7700 or Ms. Leong at (202) 622- The following rates were determined
ulations issued in February 20007530 (not toll-free calls). for the plan years beginning in the month
(88 301.6111-2T and 301.6112-1T, A-4), shown below.
as well as the regulations issued in 1984
and amended in 1986 (88 301.6111-1{yeighted Average Interest Rate
and 301.6112-1T, A-3). Persons requiregpdate
to register these tax shelters who have
failed to register the shelters may be sulijotice 2001-48
ject to the penalty under § 6707(a), and to
the penalty under § 6708(a) if the require- Notice 88—73 provides guidelines for
ments of § 6112 are not satisfied. determining the weighted average interest

The Service and Treasury recognizeate and the resulting permissible range of
that some taxpayers may have filed tax renterest rates used to calculate current lia-

90% to 105% 90% to 110%
Weighted Permissible Permissible
Month Year Average Range Range
July 2001 5.80 5.22 10 6.09 5.22 10 6.38
Drafting Information vision. For further information regarding

this notice, please call Mr. Newman at

The principal author of this notice i5(202) 283-9702 (not a toll-free number).
Todd Newman of the Employee Plans,

Tax Exempt and Government Entities Di-

NOTE:
Following is a list of related instructions and forms for filing Form 1042—S Magnetically/Electronically:
* 2001 Instructions for Form 1042-S
* Form 4419 — Application for Filing Information Returns Magnetically/Electronically
* Form 4804 — Transmittal of Information Returns Reported Magnetically

» Form 8508 — Request for Waiver From Filing Information Returns on Magnetic Media (Forms W-2, W-2G, 1042-S, 1098,
1099, 5498, and 8027)

» Form 8809 — Request for Extension of Time To File Information Returns (Forms W-2, W-2G, 1042-S, 1098, 1099, 5498, and
8027)

* Notice 210 — Preparation Instructions for Media Labels

* Publication 515 — Withholding of Tax on Nonresident Aliens and Foreign Corporations (for general information and expla-
nation of tax law associated with Form 1042-S)

e Publication 901 — U.S. Tax Treaties

The Internal Revenue Service, Martinsburg Computing Center, encourages filers to make copies of the blank forms in the back of
this publication for future useThese forms can also be obtained by calling 1-800-TAX-FORM (1-800-829-3676). You can also
download forms and publications from the IRS Web Siterat.irs.gov.
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